Defining the Problem and Framing the Discussion around De-Risking and Barbados
To understand the impact of de-risking in the Barbados context, the problem needs to be examined from multiple perspectives. De-risking has often occurs when domestic financial institutions experience sudden and significant declines in access to correspondent banking services. Unlike other countries in the Caribbean region and beyond, Barbados has not been impacted by de-risking in the usual manner. For Barbados, de-risking has not manifested as a direct threat to financial inclusion and access to the global payments network, as has been the experience in other Caribbean countries, such as Belize. Rather, de-risking has profoundly influenced the behaviour of the domestic banking system and has developed into a significant threat to the international business and financial services (IBFS) sector, a pillar of Barbados' economic growth and development model.
The number of correspondent banking relationships (CBRs) terminated over a defined period has emerged as a popular but simplistic indicator to measure the impact of de-risking on a country. For Barbados, over the three-year period 2013-2016, the aggregate commercial banking sector lost a mere four correspondent banking relationships. This represents an immaterial loss of CBRs in the context of five commercial banks, each with multiple correspondent relationships, as well as the ability to utilize parent bank resources to facilitate cross-border transactions.
The minimal loss of CBRs, while encouraging, belies the true impact on Barbados.
Increased scrutiny from correspondent banks and the need to deploy greater resources to manage the potential money laundering and terrorist financing (ML/TF) risk presented by some client segments have materially altered the business strategy of most of Barbados' domestic commercial banks. Confronted by external as well as internal pressures and reduced profitability, banks have proactively decided to exit relationships with clients they deem to be either too risky from an ML/TF perspective or to provide an inadequate rate of return. Available data suggest that Barbados commercial banks have exited more than 60 client relationships since 2013, primarily with higher-risk clients in the IBFS sector and money/value transmission (MVTs) service providers. Barbados commercial bank with a Canadian parent bank now requires potential clients in the IBFS sector to have a material relationship at the head office or another major branch worldwide in order for the client to be considered for on-boarding.
Over time, such business strategies will undoubtedly prove counterproductive and damaging to both the domestic commercial banking sector and to Barbados' reputation as an international financial centre (IFC).
Beyond the logical outcome of lower profitability due to severed client relationships, derisking has the potential to present even greater threats to Barbados' financial system and continued economic development. As a small, import-reliant economy, it is crucial that financial institutions have adequate supplies or access to foreign currency to meet client demands. The 
The IBFS Sector: An Economic Pillar of Barbados
The negative impact of de-risking and the challenges it poses to the IBFS sector are a serious threat to Barbados' economy. Over the past two decades, the IBFS sector has gained in both importance and the size of its contribution to the economic growth and development of Barbados. To illustrate its importance, over the 12-year period 2000-2012, the IBFS sector has on average accounted for approximately 57 percent of total corporate tax receipts of the Government of Barbados. The IBFS sector also provides the government with a valuable source of revenue diversification. This was underscored in the years directly following the financial crisis and resulting global economic downturn. The effects of these events had a lagged impact on Barbados, with local corporate profitability and related corporate tax receipts declining two to three years after the initial global downturn. By this time, the profitability of the IBFS sector had already begun to rebound, and tax receipts from this sector had returned to growth. Barbados will undoubtedly lower government tax receipts, negatively impact employment, and could impact the level of FX availability in the domestic financial system.
